By John A. Gorman

Capital Formation, Saving, and Credit

EUDNDMIU activities which are
usually Annnced by bowowing were
higlier in 1962 than in 1961, suvd the
advance has continued into the opon-
ing quirter of 1983. Private invest-
ment outlays in 1982, nt 376Y billon,
ware 57 billien aAbove 1081, while
consumer durable goods purcluses rose
%4 billion: to a tatal of $47% billion,
Stnte and loeal govermnent construc-
tion epending smounted o $14 hillion,
$% billion above 19GL. While the
Federal Government's deficit on ineone
and product account wns unchanged wt
£3% billion, imcreased lending netivi-
ties snd the desire o Lold up short-term
interest rates were roflected in incrensed
Govarminent borvawing.

iross  eprporate  saving—retaiuwml
profits  plus  cupitnl  conswnption
allowances—was 36 billion nbove the
1961 rate, while personil saving wid
noncorporate ¢apital consuwmption al-
lowanves each rose alout 31 billion
Nevertholess recerd voluwines of debi
and liquid assetz were crented in the
savings-inveslinemb process.

Net public and priveie debt rode $73
billion in 1962 to a yearend totn] of
over §1 trillion. Corporations, indi-
vidunlz, end governmenis esch owed
sbout ene-third of thie totel. In 1961,
total debt bad risen enly $35 billion.
The advance in the pace of borrowing
was sharpest m consviner credit and
vl tifunily residential and conmmercinl
morignge debt, which roee 85X billion
and $8 billion, respeetively, last year
o8 compired with $1% billion and %6
Billion in 1981. Mortgage borrawing
op 1 to 4-family residential properties
alzo moved up noticenbly—815 billion
was hdded to nat indebtednesd on this
gecount, one-third more then in the

Lalakig poutl slkowanecs for bim Inveatnusip by erod
and thy cheneh In Jdapeeoiation rdes.
10

previcus  year, Mher ontegoriea of
debt axpanded at somewhit move than
the 1081 page: Pedernl net debt wus
up $8 billion, State and local govern-
nments' debt rose H6Y Dbillion, while
corporations ndded $8% bilion to their
iong-term debts other than mortguges
snd $124 hillion io their shovi-tarm
obligations. TFragimentary data indi-
ente that borrowing in inest catagorics
has continued to sxpand se far this
Fane,

The inerensed borvoninge was hsndiled
with little steain on the money and
eapital 1aarkets during the past 15
rnnis i Inonetary policy was oriented

toward providing suﬂlniunt hank re-
aervus bo fosber economic expanmun
Under these circumstances, o paice-
time record volune of $20% billion wme
addod to the publie’s holdings of liquid
cleima on banks and ather finaneinl
ingtitutions in 1962, $9 hilliou mors
thin was added in 1061, The growth
in liguidity apprrently hns accalerrtad
in early 1963, The most spactneular
manifestation of thie developinent Juat
yenr was Hie $15-billian rize in com-
mereial banlk time and savings daposits.
Other forme of tiguid asset holdings nlso
incrensad at bettor than the 1961 pace.
Long-term interest vates have tendad to
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drift downwerd throughout the pericd
under review. Short-term rates, how-
ever, moved up under the impact of
specific policies adopted to safeguard
owr gold slock. In recemt weeks, as
goonomic activity bas accelernted there
has beer eppparent a temdency for
borrowing costs to move moderatsly
upward. :

Finanecial Institetions
Monetary policy in 1962 and so far

. in 1863 permitted o pencetima record

ndvance in ths totol of bank thns and
demand deposite. 'The flow of savings
into nopbank financial intermediaries
also continged to advance.  These sub-
stontial institutional fund supplies
spurred the matitutious to seel: out
availeble investments and most lomg-
term interest rokes hovs tended to ense,

Manetary policy ensy

The Federnl Reaerve System kept
banlk ressrve positions relatively easy
throughout 1962 and into the opening
quarter of 1963, The ense wns signaled
by the maintenapce of an average nek
free reserve position upword of $400
million till the clesing months of 1862
and in the neighborhood of $300 million
since, despita n record advance in the
volume of bank credit.  As indicated in
the chart on this poge, this was a die-
tinct departure from the experience of
previous cycles, During the earlier
expansions, the Det reserva position
turned negative as the monetary author-
ities exerted pressuvre om bank reserve
roatticns,

An in other recent yeas, open-market
aperations were the principal instru-
ment ¢f monetary policy. The Federal
Resorve ndded $13% billion to ita hold-
inge of Trepsury zecurities—%X% hillion
mere than peeded to offsst the gold
sutflow. Orer the first quurter of

| 1983, Fedoral Reserve heoldings re-

—

mained constant, st a time when the
normal sensonpl influences are reflectad
in n reditction in System holdings.

In addition to providing banl re-
serves to sustain cconomie advancs,

'} the monetary suthorities attempted to
§ winimiza pold outfows by sxerting

upword pressurs on shori-term intareat

i roles in the United States. In pursu-

unte of this objective, the Kederal

SURVEY OF CORRENT BTUSINESS

Heserve continued to deal in intermedi-
ste and lonper term eacurities instend
of confining iteelfl to “bills only.” 'The
TFederal Resarve sold or radeemed more
shové-ferm issues thon 1t hought, se
thot the entire incrense in System
holdings was in securities with a mo-
turity greater than one year. This tech-
niquesimuliznesusly increased the supply
of ehort-term instrumenta on the mopey
market, while adding to the demand for
long-term securities.

With the incraase in sensonad demand
for funds last fall, the monetary suthor-
ities reduced reserve requirements
ngeinst time deposits from 5 percent to
4 pexcent, thus edding the equivalent
of $700 million to banlk reseyves. There
wrs 10 change in the discount rate.

Bank cradit expands at vrecord pace

The loan and investinent portiolios
of the commereinl hanking system rose
£13 hilbon during 1462, This pace hes
accelevaied o the fireb quarier of 1983,
t¢ ap sunual rote approaching $24
billion.

The role of monetary policy in Iacili-
tating thiz expansion has heen noted
above. A shift in holdings from de-
mand to time deposita following the
introduction of higher time deposit
interest Tatea last year also contributed
to bank lendipg sbility oz reserve Te-
quitpments against time deposils are
much smaller than those against de-
mond deposits. Rellecting this shift,
time deposite wers up $15 billion by
yoarend, demand deposita only 32
billion. During early 1982, these
trends continued, with time depogits
up %17 billion at annunl rates and
detnand balances 33 billion higher.

All ecategories of bank ersdit rose
lost year, axcapt investmenta in U3
Government obligations: heldings of
such securities were down 3X billion at
the end of 1062 from the total beld at
the opening of the year. As shown in
the chart on this pege, the hanks were
especiclly active in the markets for
tax-exempl escurities and mortgages,
wheve holdings were inereased by $5
Billion and $4 hillion, respectivaly.
Bank lonns o consumers increosed
%2 billion, ond afier some hesitation
early in the year, business loan demand
piclkod up in the last half, and the banks
addad $4 billion to their holdings. Osher

11

Ioan categories showing expansion—
finnnce companias, security lonoe, and
farm loans each rose by nbout $1
billion.

During the first quarter of 1983, the
banks continued bo be very active in
tha mortgnge, tnx-exempé bond, and
consumer lending areas while wdding
subatantislly to their holdings of U5,
Government securities, Dusiness lonn
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demond hee tapered jrom the pace
reached in the elosing quarter of 1962.

The expundad participation of com-
mercisl banks in the purchase of tax-
exempt secwrities and morigngss had
tnarked impacts on these markets.
Investmenta in State and loenl securities
approximated the not ineronse in the
outstonding total of sach sccorities;
in most yoars, banks had toksn n very
emall portion of the volume of new
fgues. In the real estate field, the
sdditional bank lending amonnted to
ebout two-fifths of the inerease in the
rate of net morigngs borrowing: banks
sccounted for only one-tanth of net
lending in 1961,

Az indicated in tha chart on page 11,
this axpangion into the tmeexempt and
real estate fields was in mnked con-
tragt to the axperience of enrlier busi-
ness expansiona. In these periods,
banlk, reserves were under pressure and
nz consumer and business loan demond
rose, banlkes hod cut back their pur-
chages of tax-excinpl securitics and their
lending on mortzages.

Othar savings institutions step up
aetivity

Othey savings instiiwtions added §21
billion to their investment and loen
portlolios in 1962: this was nearly $3
billion more than they had invested in
1061, ‘The rise in their lending Las
centinued into the first quarter.

SURVEY OF CURRENT BUSBINESS

As in most Terent years, the rapid
growth of the savings and loan industry
sparked the ndvance in the nonhanlk in-
gtitutional total: thess instiwtions
added S11¥ billion to their nssets lest
year, $1 billion more than in 1983. Tha
incresse was financed lorgaly by a con-
tinued growth ($0% billion) n individ-
ualy’ share capital, the balvnce by
inerenses of about 3800 million in bor-
rowinga from the Federal Home Laan
Banks and by the reinvestment of
enrpings. 'With seving and lonn in-
vostmenta practically resiricted to the
ranl astate aren, $10 billion wns added
to the sssociations’ mortgnge loan
portfolice and liquid bolancez were in-
creased by $80 million.

As interest rates on bank tima de-
pasits were raised enrly in 1962, there
was o moderate slowing in the poee ak
which snving and loan deposits ad-
venced, Many savings and  loan
nssociations thereupon raised their divi-
dend rates to remain competitive.
With the restorstion of a more com-
petifive vote relationzhip, ihe sxpnnsion
in snving aod loan share capital mevead
up in the second half of 1662,

Mutual savings banks reported sub-
stantinl pdvances in the pace of
operations: as deposits rose $34 hillisn,
loane moved up by o similur amount,
Practically all of the ndvances in mutual
soviogs bank assete went into the real
estate mortenge market,
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The net inflow to lifs insurance
companies—which for some years had
been stationory ot aroand $5Y Lillion,
roBe T 1961, and Yast yenr continned
to odvanca, In 1962 the eompanies
added 8% billion to their asaets—$700
million more than in 1961. The in-
creage wae invested in mortgages and
purchases of forsign securitiza, There
waz little net changefin heldings of
Faderal securities, which had declined
stendily in the preceding decade.

Financial markets

The finoncial markete were ganersliy
epay last yenr, with lonp-term interest
Totes declining wmoderately. In the
ghort-term aren, however, thers was &
slight upward drift in yields. So far
in 1063, there hos besn some tendency
for market interest rotes {o move
upward.

All gotepories of long-term debt in-
struments were currying lower yields ot
tha and of 1962 than at the beginning,
but during tha first quarier, yields cn
1.5, Government securities moved up,
while corporate bood yields movad
down nnd State and jocal yields showed
little change, There were also muorked
differencea within the past yesr: State
nid local yields moved down rapidly to
Lhe fourth qumter, nnd then moved up,
The cowse of long-term U8, Gavern-
ment securitics was similar, except that
the drep was not as great proportionally
03 on the tax exempis. Corporate
vields and yields on FIA mortgnges
moved down consistently throughout
lnst yeor and into ihe first quarter of
the cument yeur. In recent wesls
there has been g noticsable firming of
the bond market as proepactive financ-
ing needs of the Fedaral Giovernment
and new offerings by corporations nnd
State and local securities have been
aanounced.

The wpwerd course of short-term
vields wt o time when long-term ratea
were declining sterumed primarily from
the policies of the Tremsury and the
Foderal Raserve, in expanding the
volume of these issues in order to de-
prass their prices. This policy was
undertaken to0 minimize gold sutflows
and etimulated & record inerosss in
foreign holdinga of short-tarm LS.
Governiment securities. Tields bave .
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contioned to move up mwoderately in
the first quarter of the current yeor.

Cornmon steck prices reached their
peal in December 1981, wnd then
tapered off graduslly through April,
In May, they fell sharply and then
continued ¢ decline through June.
Prices fluctuated at relatively low levels
throagh the balance of the smnmer and
fall, but sterted Tising sharply in No-
verber and hove continued to rise since,
Az of estly Moy 1963 steck prices had
ool guike retorned to the peals at-
tained in Decomber of 1061,  With the
drastie fa]l in prices, emmings-price
yatios rose sharply, while the combing-
tion of improved profits and higher
dividends bas lzept this ratio relatively
kigh despite the retent rise in prices.

Corporate Finance

Corporate investment and working
capitnl fund wses and internal sources
Lave both expanded over the past year,
Carporetions used sbout the aame
volumea of axternal Iongtain financing
Inst yenr as in 1981, and there was little
chanpe in the total of liquid asseta held.
Similorly, with fived investinant show-
ing Little change, the $1% billion rise
in interna] funds during tha fivst quarter
of 1963 wns sufficient tofinancatlierisaof
similnr amount in inventories and other
working capital.

Corporate investrment rises

Corporate plant and squipmentoutlnys
tontinued. to advance slowly from the
lowa renched during the 2961 recession:
by the third quarter of last yeoar they

SURVEY OF CURRENT BUSINESS

had finully surpassed the peik reached
in the third quarter of 1957. The nd-
vance was most merled in the “‘com-
mercinl and other” categary, which
rose about 12 percent during 1962.
Also showing o substantial advance
wns the manuineturing group, which
ross abeut 7 percent over the comprr-
izon period, Most other industries
showed littls advance.

In addifion to the rises in the plant
pnd equipment category, the construc-
tion wnd purcliose of apsriment houses
by rea] estate corporations—included in
“ather nassts” in the table—alao showed
n marked rise. Such construction is
asw running at the highest peees in
history, having excesded the previous
recorid set in 1927 ever since eavly 1961,

The faifure of plané snd equipment
outlnys to expand more quickly was the
subjert of much discussion during the
yeur. The Administration intreduced
n 2aries of revisions in the rulsy for com-
puting depraciation allowanees on the
tax schedulas which permit n faster
recovery of suma invested in new plant
and equipmant spending. The Admin-
istration also proposad, nnd tha
Congresz enneted, an investment eradit
ngiingt $axes squnl, in most cases, to 7
percent of any equipment investment
undertnlkon during the tax vear. Thesa
proposals wera expected &0 stimuolate
inygstment both by adding to the cash
flow from which mueh investment is
financed, and by mnking fensibla in-
vestmenta carrying expected before-tax
rates of retun too low 0 yield a
sntisfnetory nfter-tnx return under the
previons rules,

Working capital requirenents
centinue af high poce

Corporationa ndded about £13% bil-
lion to their total orose working capital
Inst year—a tolal 32 billion abova the
pravisis wyenr. Inventories wers in-
crensed by olmost $2% billion, and
nceovonts receivable rose $11 billion.
Quickening economic activity early this
¥enr has haen accompanied by increases
in inventory buying and other working
capital items.

These working cnpital requirements
were finoneced both Irom ratained sarn-
ings and depreciation allowanees and
from an dnereasad rate of borrowing
from commercial banks: in the lost

13

balf of 1962, hauk borrowing maeved up
gharply aliar holding stendy during the
early pact of the year. Also contrib-
uting to financing shori-term vses was
the continued growth in accounis
payable, which, of course, reprasent
sources to some corporations and nses
te others, With the incrense in auto-
mobile soles, Anance companies nddad
$2 hillion to their porticlins of consumer
loans, which they financed by roughly
equal inerenses in their bank loans and
in their outstanding poper.

Internal funds move up

Nonfinencial corporations’ internsl
funds—und istribuied profits snd dapre-
cintion chorges—rose sbout $5% billion
during 1962. About 33 billion of this
advence cnme from the expepsion in
business, while perhaps another 52
billion eame from the tax relief provided
by tlwe revisions in depreciation rules
nod tha investment credit. Tt should
be noted that the precise volume of tax
relief nfforded is ebill unkoown. Thia

Table 4.—ersonal Consumption Expendi-
ovires  und  Reknted  Finnnelal  Flows,
1950521
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Office is conducting o survey of the
extent to which corporstions wutilized
these privileges: resulta of this etudy
should be nrailable in the near futurs.

First quarter profits msults ars not
yet koown, but preliminsry indicationa
are that the volume of profits plus
eapital consumption allowanees hns not
changed signifieantiy.

The vecent movaments of profits, and
therafors of internal funds, have differed
from those obsarved during endiar
periods of economic advence. Profits
normally rebound sherply from the
recession lows and reach a pesk 4 to 6
monthsfafter the upturn. With con-
tinued econemie expansion, profits heve
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tended to fall or level out. In the
current expangion, tha rehound from the
recession low was not so sharp og in
earlier ones, but the growth in profite
hos continved, To nlarge degree, this
continued advance—apart from hook-
keeping changes—reflacts increasingly
successful atiempts t0 keen costs under
' control.

" Externel financing helds steady

With internel funds more than keep-
ing pace with inveatment ond working
capitel neads, corporations in the nggro-
gote roised o smaller voluma of lunds

-{rom external financing lest year than
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SURVEY OF CURRENT BUSINESS

in 2961. ‘Thers wera offsetting devalop-
menis among the major industry groups:
& rise in mortgage financing nssociatad
with the apartment Lhoyas boom partly
offset declines in atock and bond fingne-
ing by other nonfinancial corporations.
These conditions have continued so far
into 1963.

Following upon the break in atock
prices, the volume of new siock issues
by corporations woe subsiantinlly re-

. duced, as stock issues by new firms
declined, and major companies einpha-
sized bond issres due to changing price
velationships. The switch to bonds was
particularty marked in the communica-
tions industry—which in 1961 had
accounted for about hnlfl of total stock
jasues, exeluding these of investment
companiss. Investment company issues
weare alao off markedly: at £1.7 billion,
they were $400 million less than in 188].

The volume of new bond issuss was
unohanged from 1081, as the ewitch
from atock te bond financing noted
nbove maintained volume despite the
decline in corpornte need for external
funds. There was little changs in the
portion of bond issues pubiicly offered
versugs thot placed privately: both ac-
countsd for nbout balf of gross new
iggues both in 19561 smd in 1962.

However, corporate bonds were placed
nb prograssively lowar interest ecosts
throughout. the yenr. The yield on new
izsues rated An by Moody's Investors
Sarvice declined from 4.54 percent at
tha beginning of the Year to £.27 percent
ot yenrend.

Liguid aszets rise

Corporations added $I billion to
their liguid nesste—deposite and U.S.
Government securities—Inst yaor, but
there were marked changes in the som-
position of such nssats. Timo deposits
rose by $2% biltion, and .8, Govarn-
ment securilias rose about 5300 million,
while demand deposils declined $1%
billian.

The rise in time deposits was sparked
by the higher rates of intersst for snch
deposits, and by the availability of
markatobla tima cortificntes of dapasit.
These Intier have sxponded markedly
since early 1961, fo a total of over
$6 billion, With corporaie operations
and poyables expanding last veas, the
siandard liquidity ratios showed soma

May 1003

forther declines. Howewer, this shonld
be viewed in the light of the fact that
corporations did oot act ns if thay were
overly concerned with their liguidity
position. The companies awitched
from demand deposits to less liquid
tima dapoaits, while at the same time
increeaing their shori~ierm bank deld
by 33 billion.

Consamer Borrowing Sitrong

Housghold transactions bave besn
among the prime foctors stimuleting
the economic advomce of the pest 12
months, During this pariod, consumer
gutlays on autos and other durnkle
goods ross 34 billion and are currently
running ai an alltime record pase of
$50 billion. New home construction
hae moved up modeatly while transac-
tiops in exigting hoemes rose sharply.
Reflacting these and other neads, per-
sonal borrowing totoled $03 billion—
$12 billion mere thom n 1961,
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MORTGAGE BORROWING MOVES UP
TO NEW PEAK
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The persensl sector alse increased its
financinl snvinga last yoar—repayment
of smortizad debts rose $4 billion to n
total of $62 hillion while the scqui-
gition of financial claims woa $9 billicn
higher than the year before.

The aggregato etatistics for the per-
soan] sgctor combined two groupe of
persons with opposite relations to the
markets for loan funds: the one group
woz willing to purchese houszes, auios,
and other dureble goods even at the
cost of going deeper into debi; while the
other group was acquiring nearliquid
civims ageinst Bnnncial institutions.
The first group sparked economic nc-
tivity by borrowing, while the second
group dumpscied the courss of oconomic
activity,

The apurt in antomobila buying hae
heen the major fustor underlying the
decling of the pasonal saving ratio from
the 7 percent level charactorvisiic of
recent yoms bo 6 percent in the fist
Quurier of 1983, g period when n
Tacord yolume is buing added te liquid
hagat boldings. Dwving the postwor
-orn, periods of very high automobile
2nles have generally recorded, the lowest
snving rotips. In such pemiods, cor

SURVEY OF CURRENT BUSINESS

buyers reduce their liguid oessis or
incur dabts ¢n & greater seale than non-
car buyers increase their liquid pssels
or poy off debta. :

Awito buying sporks credit rise

The past 12 months hove been the
best suto-buying period singe 1855,
Auto solee began to move up shordy
nfier the jolroduction of the 1082
models, With the introduction of the
1983 models in the fall of last year, nuto
production moved into u moch faster
poce: by April 1068, the production
rate hnd risen to lovels exceeded only
in the boom yeny of 1055,

The rige in ealea was accompaniod by
a ppurt in bomowing, Auto cradit
extended agpregated %194 billion—
$3¥ Lillion abowe 1961, Net auto
credit extended during the Arst quartar
of this yaar at $200 million was up 57
percent ne comparod with tha samae
pericdl o year envlier.

In addition to aubtos, eoneuners
steppad vp their purchazea of other
durables by 3 percent and of ¢athing
by 5 percent, whils incrensing their
borrowing to parry such goode by 10
pereant.  Additional needs for consum-
er ¢redit were met by parsonil loans—
many for higher sducntion—and by
rapair and modeiniznéion loans.

Both commervial bunks and eales
finonce companies stepped vp their
acquisition of consumer paper: in addi-
tion to n $2-billion inerease in direct
lending by the former, finance comnpn-
nies added $1 bilion to their bank
loana. Thus the banks Annnced diract-
ly or indirestly about three-fifths of
lost venr's exprnsion in net consumer
credit.

Moritgage borrowing up strongly

Individupls added $14)¢ biltion to
their obligations an 1- to 4-family
rosidentinl nortgages last your. Thiz
woa $3 billion ware than in 1961, and
g2 hillion more than in the previens
penke year of 1050, This accelerstion
in the tempo of home mortgage bar-
rowing eamna despite little change in the
volume of constroction sctivity on
single-family properties: in 1962,
965,000 such unitz were storted as com-
poved with 946,000 unifs in the previous
Fear, ' '
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An importsat (actor in the inoreags
in debt relative {0 construction has
been a continual upirend in the volyme
of seles of old bousas. In the pagt 3
years, there has been in partieplar a
marked inerease in the remodeling of
old housea in neglected neighborhonds,
a5 interest in wbon renewal and in
town living hea risen. Also, the rale-
tivaly easy position of most Bnancial
institutions has indueed them to in-
cronse the aveilability of credit for such
houses,

The expanded flow of deposifs inje
inatitutions teaditionally desling with
mortgnges Lins been veflested in some
enging of terms: the nverape mortgage
iz for o somewhnt longer period than
sevara]l years ngs, end intersst costa
have declioed.

The bulk of lost yenr's increase in
home finuncing—3%$12% hillion out of
the §15 hillion total—took the form of
conventional lsoms. VA-guaraniesd
loans ehowed litile change, the total

Tahle §,==PFepsnnnl Soving aod Investment
and Relited Flnoncial Flows, 195862
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extended just nbout equaled the vol-
nme repuid. The FHA progiam ac-
countod for the baluncs, Ameng tho
factors lending to the inerensa in con-
ventional lending in the past fow vems
[1a8 heen the faet that savings and logn
aesocintions have tnken over tha bulk
of home mortgage financing.

The burden of debt on corsentory

It in of some interest to note the buar-
den of these debte upon consumers.
In tha chart on pnge 17, the total of
intereat and debt nmortazatmn pay-

-
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mente on' consimer crodit and on 1-to-
4-family ‘mortgages hna been taken os
n percont of nggregabe disposable per-
sonal income. This chavt indicates
that, after & shap upwwrd trend in the
immediate posbwar yenrs, there has
recantly been n marked slowing in the
ke at which the debt burden is grow-
mg relative to disposable incoma. The
henvy borrowing transactions engaged
in lagt yeer had relativdy litHa effeet
on these payments: the ratio rose only
0.3 of 0 parcentiags point to atotal of 19%
percant,  Interest accounted for 4%
peraont, whila debt amortizatien tool:
15 pereent of Bzposable personal in-
come.

SURVEY OF CURRERT BUSINESS

Pergons” deposits rise

Lnst year, indivicdunls nequived $28
billion of liguid cluime on fuansial
institutionz. In eo doing, they added
52 billion to their holdings of demund
deposits, while inersasing their hold-
ings of savings nnd time deposits by
woll over §15 bhillion. Investment in
shares of savings and loan nssociations
and aredit unions totaled $10 billion.

To some extent, the record addition
to time and savings deposits nnd shares
thus representad n withdrawal {rem
marletable sscurities in leat  yenr's
investment climate. Purchaszes of secu-
rities—atoclks in particular—were re-
dueed, and net purchoses of investment
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[BMHnns of dollars]
Bt dabi | Ovnas dohk
1k | i | ipR [ ] hiuird 8 | 10 | 1M W1 ] e
Tainl pubilc snd privaly Scbe....v0eres smee-| THL W | EMLE | wEnd | B Il-,-lT.-T M0,E | WL Jl-rﬂi.l 1,008, 3 |1, T4, 4
Twlal publle dobid_ e i aamaann a8 |2 | Mo | AL | AT | MTE | ALy | 3end | HLT| A0LF
Foderal Qovamment novd ogaooy #5'..| 2327 | 208 | 2400 ) 2481 ) 2550 | SI0G | A6 | X1 | Ddst2| B0
Fodoral Do romAKIL . ... o B | v g | B2 | 2aE | AL | E2b | 2ok ]| 2mE) 20T BAA
Fodural 0poECy cose s irmams 141 0] B o+ TA| ¥ ALl 3L Mo| M4
h | I— a] esal| oeo | k0| TRY| A dxd| ol TEE 1
B e proment bl B0 37| Y5 | vaz| wasf el wz| Ei| B8] 9
Lol povrrumgnta, el 33l auu| sse | 4| o3 " 6| s2| so| 26| BEu
B | kL] {@aL e G || Em ] 03 | GeeE] W34 | T2
LY | WL | XELE | 3ND (| WS | LT A | 1| 4T D
TR i3, [ Ll WL |jrdan] 50D | MR | ¥R | rM.O
T64.0 | o ¥ [ 174 | L84S (| OMLE ] IBLT [ JERA HRED| B0
0] h0 [ OER4 | MWEA (| RPN | MO RAB| 1R
W] Feo| Tno| B0 || O] 813 | ALd4 BEA | 0
Radlway cowratlones, ., ____ el 21| 18| L4 L7 || Wwa| 1Ls 19.4 3.3 7
Loty To e o Wil ol o] &8 6 || 1La| 112 1L L Wty [ M7
Eharldenio foou... 1| mo| me| &1 T2 .2 %% T2 24 oA
Nam-ndmum:mnlﬂc ¥ ) D i B ) R ) 0 .0
BFs s o msssssmrmn s ianas 11 16| 14 1.6 1.7 I.& [N} i4 18 N
Nonraltway enrporuthons M| L2 Mh0|J0e Y| FHAJHAG] N E( G| T0E| 003
Lng-tenin 1., TR0 iy x| bamd [ JAL D 3RO | LT | MO0 R | L]
Bbowl-dern i ..o o 1264 | 1320 AT LTRD [ JBED L) IMEE | MEL) DMME| 309
MNalsx mnad meco pwrnlido. . T B2 BB MB( MEN) A LA | Lrd) NE0| 124
bore oo L2 BB PP TRI| BRA|| IO LA BEA]| SO M4
Falal Iodiv khawd el Renciponstes el | 55003 | 24 1 | 800 | 30005 | L7 |35 | 3001 | 28ad)| 30:E| L7
Fores, Lolali__. . . ..._. e | Tat 0| A XD M5 oE| 950 o5 4 b r - | M E
Form ml:rl'tlum N s—an ILal mid| mi| M2 I5. 5 ILE] L3 17.1 145 V. N
Form produeath .. ... 121 ¥ 13| 1 150 21| LL7 mg ada LE f
Wonfurm, bnlwl - - R Z ML N | BLT | LY N 0| HLE| 2T LD
e DO E TR | PR [ 1ORT | MO IS k] 1TL b | L] Gy
T e S (T A R FAR T AR AR (R R RIS I B
Mnulﬁ:miu vallent il wnil sane
....... - BE| ME| I AT LA A ¥ 49,2 .7 Gl.0
il I Y e cinnnmsmnannea| TLE| BDA| BRE ([ OL4O | LOGA Ti.A| Sz - X | sln| 1B
Coomnarsil. . Wry 64| 14| IR0 115 1I7] 162 ILE g 1L &
Fhnanalul 17 12E] 134 M| Hé H.1 IME] 124 142 .0 18,3
i T T T, Jh1] &LG| BRG| GRY| OAE|| 1| EILM o 7 .8
1. Datn kor Statc sk bowl goverivents o e Juoso T0of eatly et
Pl maiet Sor Een uerbod W10 Ubrmugds MIE? nppcne i tho Tuly 1M Shree,
1. Inehiades v b ol elelat nut sl Lo thi skttt oey sle=bi ot
1,. Ncnl. FeaJernl dlevoenmmenl «WbL 18 defined ne Cho proas qlubl oglalendior em Fodreal Gowerminunt sceuritbs hokd
iu und tewat funets, and Frderal » Bnl!ﬂl.ll'll.l["! ]u.-ld Ly the U 8. Trovetyry ated other Fodernl simoeion,
ﬂ;.“ oyerubent A1l oEunCY %T'r
e'i:m [F] ul Feilorul olsligmtione iy 1a Ihu.m.l [ thu ETRULIT Bu.'

ﬂ etk BEale boune U Keenl unlis,
ue-born dobt s eleflied Lﬂ]nt‘luu:ah orlzitnl imenlurdty ot 1 vefe @ 100 From o doto of howo: ehoet-berm dobt 04 eHng
m nrlglml nuburby o bess Lwin ¥ romr,
nprise :]ah nl GUKerS aaed fapie conporatives 60 Inslituiioe) Jnders and Fodorsl Governmont Tonillneg mamiu
nm mrm mwtwm b arread b JlE PR dum B ol GRIvern; Berimert” Diwnctal sl eondomer dobt (8 Ineloded? andor Es -

tE
::: EINI]. e #’mbwm' for coonegond (wonform), Anohele], ond consuoKE D, Incloding debt omod by Browers
Nam
1, ) murnmd n unkes foe prechosbg or urying semnrktbes, customwry dobik 10 ek, dobt ovre] Lo
tlhi:mnmmn]muu by 1solinylenliers, e ned

A, Dojodtuent o Uhe Proosur

Fayroqa: T Baurd of Coverson of Hw Frionl Romr
Deuk Goard; 1.8, Tojarinent of CHuwroe,

muumcmmorﬂmﬂnm“’ 1h, desnd Hoen Tomm

Mar 1003

compnny shnres tetaled only $1.8 bil-
lion last year ns compured with $2.7
hillion the year bafors. At the ssme
tima, net aales of “other preferred nnd
coimmon stock’ totaled %3 billion ws
cotmpered with $2 Lillion in 1961, For
the first time eince 1946, individunls on
nak balance gold more tax-exempt seeu-
rities thay they bought: the vigorous
bidding on such isanes by the commer-
cigl banks pushed up prices to such a
point as to make it possible te reslize
an attractive capital gnin on the sale of
the securitioes,

Government Borrowing Up

The Federal Government's net finsn-
cial pasition was little changed over the
post yaar despite substantinl changes in
tha components of receipta and expendi-
tures. Boih receipts and expenditures
incrensed %7¥ billion on a notional-
income-porounts busis, sod the deficit
stood at $3.4 hillion last year, as com-
puwred with $3.8 billion in 1961.

This failure of reeasipta to expand
faster dwing a period of incrensing
business activity reflecta the slow rise
in corporate profile—a major clement
in the normal cyclicnl sensitivity of re-
ceipts—alter the firstk quarter; and
changes in the rules for computing de-
preciation charges and ¢he new invest-
ment eredit. These latter innovations
reduced toxes by perhaps $2% billion.
I should be notad that the figures used
here to estunate the inpack of these tax
changes are hiphly tentative, During
the first quoarter of the present year,
both receipts and expenditures have
continued to grow nt about the same
pace.

Federal borrowlng moves up

Net Federal Government and agenoy
borrowing totaled 7.8 billion last year,
na compored withk $7.1 billion the yeor
belore. In nddition to finsncing the
current account defleit, Federal Gov-
erament borrowing reflests any excoss
of tax aceruals over ecolloctions as well
fa the oxtonzion of loans by Govern-
ment sgencies. Tha former contrib-
utzd nhout §1 billion to Federal finane-
ing need lust venr. TFedernl Govern-
meont Jending operations—at $3 bil-
lion—were of moderately f{rom the
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provious year; but continued larps sums
. wers advanced to savings and loan ne-
eociations, to foreign governtnents, to
colleges, and to rurel electrification
projotts.

With relative stability in the Faderal
deficit and in Federal lending, the in-
i} cresse in the pace of Fedaral borrowing
] wos reflected principally in an ipe
{ eresss in similar amount in tha Federsl
cagh balanes. This, in turn, refactad
aetions talten in furtherance of the
Govenment’s poliey to exert upward
Pressure on short-ierm inierest Tabes
lozt year. Dwring esrly 1962, the
Trongury borrowed a greater wmount
than it needed to covor cwrent opere-
tivns, nnd Federnl cash haldings rose
&4 billion te midyenr., Thia procedure
Liad the effect of adding to the market
mupply of Treusury bills, during a period
of the yenr when shori-term credit
tdemapnds are seasopally low. With
the sensonal ineresse in the demand
for funds in last balf of the year, the
Trensury permitted its casl balance
to inll %3 billion. For tha year a5 a
whole, however, about $1 billion more

T T P e e
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was added to Trenaury debt than was
necessary to mest the current-aceount
deficit, bridga the gnp betwean ae-
cruals and receipts, and finance the
Federal lending program.

Debt operations Jeature short- and
longsterm maturites

In wuddition to financiog govern-
ment opmations and ineressing the
Treasury cosh balance, the Govern-
ment hnd 6o refinanes ohout 386
billion of decht maturing within the
year, ond in addition moved o sub-
stantinl volume of medivm-term debt
inta longer moturitics.

Between March of 1862 snd Mwmrch
of this wear, Trenswry hea incrensec
the outstanding volume of Treasury
bills—securities with initial mabwdtica
of under 1 year—by vhout $54 billion,
At tha same #me, it moved $3X hillion
from &he under-sne-yany cafegory to
maturities greater than 5 years, Theae
operntions were undertiken to further
the cbjectives of Lkeeping pressure on
shovt-term  rotes higher relative to
long-term rates through ensh borrowing,
and reducing the volume of securities
coming due io the neer future, Re-
finencing of short-ferm isauce inta long-
term twas accomplished by the advance
refunding technique in which boldars
ol short-term securities wars offared
medium- nod long-tarm issues at mora
favorable vates of interest, thus stradch-
ing matmities without entaring the
new iasue markat.

The comniercial banking system did
not increase its holdings of public debt
spcurities last year, and nonbaok
financial instifutions likewise did not
increasa the total of such paper in their
portfolios. The principal markets {or
Treasury securitics wete the Federal
Reserve Syatem, which added §2 billion
ba its holdings; forcigners also purchased
$2 billion; businces eorporations and
State snd local govermments cach
inereased their holdings by $% billion;
whils the hetcrogenous group of “mis-
cellanosus investors” added n totel of
over $1 billion to their portfolios.
Thess investor groups have continued
to increase their holdings in the first
quarter of this yeos.

In addition to &ha incrense in public
debt securities, there wos a sharp rise
in the pace at which nongunranteed
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abligations of Federal agencies were
offered to the public. In connection
with inerepsed lending to savings and
loan associntionz nnd decreases in
institution inveatments in the ngency’
the Fedaral Homa Loan Banlk Board
stopped up ite net issue of bonds snd
notes from $306 million to 31,136
millien. ‘The nongugranteed linbilities
to the public of other Federal agencies
rose ab phout the sams pace as in 1961.

State and Ipce! governments step up
their borrowing

The gross issue of new mecurities
by State nnd locnl governments botaled
8% billion lust year, up moderntely
from 1961, and substantially sbove
any previous year. In port this in-
creras reflected some step-up in the
programed e of State end loeal
gonstruction, nnd ia part the arranging
of long-term Anancing during & period
of relatively low interest costs.

With conatruction activity not yet
fully reflacting the high level of barrow-
ing, tha State and loenl governments
centinued to add to their Liquid essat
Lholdings at about the pace repistered
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COMTINUED TO RISE LAST YEAR
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in 1961: they added $1 billion to time
deposit balances, whole holdings of
U5 Government securitics weve up
512 billion.

State and local pension and other
funds have continued their recent role
as major supplisrs of loan funds to
the market. Pension funds rose $2%
billion lnst vear, nnd the Lulk of this
total wns investedt in corporate honds.
There was little change in fund heldings
of Btate and local securities, which
baing tax-exempt, offor markedly lower
yields than comparnble corporate isasues.

As noted eardier, the commercial
bnalks provided the wwjor narket for
Btate and local securitics; lnat year
thess inatitutions ndded about %5 bil-
fion to their portfolive. Insurance com-
ponies  confinued te add to  their
holdings at the recent-year pace of
nbout %1 billion. Individuals and
otheye—normelly o major murket for
tax-exemp{ securitics—reduced their
agzregats holdings.

By June 30, 1962, the net volume of
State and local indebtedness had nt-
tained o total of $74 billion-—-five times
greater than at the end of the second
world war. The relntive incrense in
such obligntions hing besn preater than
that in any other mnjor {orm of dabt—
Federal, corporate, or individual. ‘This
fourfold rise hae reflected expanded
needs for capital in the functions
truditiondly wndertalien Ly locnl gov-
ernments a8 well ns pome haprovement
in public facilities. During the early
part of the postwar period, sabstantial
borrowing was underialcen for the pro-

SURVEY OF CURRENT BUSINESS

vision of roads and bridges. After the
Federal Government shouldersd bhe
major responsibility of building wp 2
modern highway system in 1054, the
volume of such horrewing declined.

In recent yenrs, education has been
the major single use of borrowed funds,
aceouniing for over one-third of total
new izzucs in each of the past six years.
The extonsion of sewers, water lines,
and pther uiilitzes has 2lso been & rusjor
clnimnnt of borrowed funde and lest
yeor accountsd for nlmost one-fifth of
new issues. .

A tachnical note describing the statis-
tice contained in this repert iz available
upon request to the Offise of Business
Eeonomics.

Tax Base—
{Condizusd fram p. 8}

Tiere ara nlso shown in table I, line 3,
on ke otler hend, somes Gypes of incomea
which, although included in the defini-
tion of adjusted gross income, are not
in the personal income totel. OF mojor
importance here are capital going and
empleyes and self-emploved persens’
contributions for social meurance pro-
grams. The latter ara netied oud in the
compuiation of the Deperimenta eati-
mintes of peraonal income since they ara
withheld from employees earnings.
Capitol gaing or losses are not included
in parsonal income becanse they do not
arise from production, but rather reflect
price phenomena.

Exemptions and deductions large
Slightly over half of the differenca

May 1063 -

betwesn personal income and income
taxed represents the amoonts for elatu-
tory pasonal excnpiions and dedue-
tions which are shoowm in table IL
Together these amounted in 1960 to
£125 billion. Personal exemptions of
teenble individuals accounted for §81
billion end their deduckions to $44%
billion, Fersons with about thres-filths
of taxable adjusted groes income itemn-
ized deductions, and aceounted for
three-fourths of the $44X billion total
of deductions.

The remuining income not subject to
to—8§52 billion, sbout one-fourth of
tha total—represents ineames too smal]
to be taxed nfter exemptiona and dedue-
tione are taken imbto accouni, and in-
come which i3 not reported on iccome
tax returns. Some part of the uare-
ported income reflects earnings too
stna]l to be reported (less than $600},
or income which would not be subject
to tax after exemptions and deductions.
Another port undoubtedly stems from
tnzpnyer errors snd omissions of io-
corne sourcea, and nonfiling of income
tax returns, Some portion of these
errors and omissions will be subject to
tax after examination and audit by the
Internol Revenue Service. It musi be
cautioned, -however, that soma part of
tha total af non-reported incoma as
shown in toahie IT wmay be spuriouns,
gines the asstimnie of non-reporied
imcoine a3 a whole is obiamed ns o
residual ood may reflect nothing more
than errors in some of the entriss shown
in table T.
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